Introduced by: Councilmember Snipper First Reading: May 21, 2007
Second Reading:  May 29, 2007

Effective Date: May 29, 2007

CITY OF TAKOMA PARK, MARYLAND
ORDINANCE NO. 2007-28

Elimination of Individual Financing Arrangements as a Factor in Rent Increase Awards

WHEREAS, section 6.20.060.C.8 of the Takoma Park Code provides that, in calculating
the amount of a hardship rent increase, the Commission on Landlord-Tenant Affairs is to adjust
the base year net operating income for the inflation that occurred from the base year to the
petition year; and

WHEREAS, for landlords who have not paid mortgage expenses between the base year
and the petition year, the Code requires that the base year net operating income be adjusted by
50% of the general inflation rate, and, for landlords that have paid mortgage expenses, the base
year net operating income is to be adjusted by 100% of the general inflation rate; and

WHEREAS, the rationale for allowing net operating income to increase at 50% of the
inflation rate is that it should result in rent increases approximately equivalent to the historic
average annual market rent increase and the City’s annual rent stabilization allowance, which is
70% of the inflation rate; and

WHEREAS, the rationale for allowing net operating income to increase by 100% of the
inflation rate for landlords without mortgage expenses is that increases in net operating income
have a much smaller effect upon the cash flow of such landlords; and

WHEREAS, although the City has never received a Hardship Rent Increase Petition
from a property owner that did not have a mortgage, the City recently has been advised that
courts reviewing rent control statutes in California and New Jersey have found that the practice
of allowing different rent increases for properties because of the financing arrangements of the
landlords does results in arbitrary rent increases because a landlord’s financing arrangements are
not relevant to the value of the tenancy; and

WHEREAS, a landlord has taken issue with the favorable treatment that the Code
provides to landlords without mortgages under the hardship rent increase petition process; and

WHEREAS, adjusting the base year net operating income by 50% of the inflation rate to
calculate hardship rent increases is consistent with the City’s current policy of allowing annual
rent increases equal to 70% of the inflation rate, while adjusting the base year net operating
income by 100% of the inflation rate is inconsistent with that policy; and
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WHEREAS, the City wishes to ensure that its rent stabilization scheme does not result in
arbitrary rent increases for tenants of properties where the landlord does not have a mortgage and
does not place landlords that have mortgages at a competitive disadvantage;

NOW, THEREFORE, BE IT ORDAINED BY THE COUNCIL OF THE CITY OF
TAKOMA PARK, MARYLAND:

SECTION 1. Title 6, Housing, of the Takoma Park Code shall be amended as follows:
Sec. 6.20.060 Rent increase petitions.
A. Definitions. In addition to the definitions set forth in Chapter 6.04, the following

words and phrases shall have the following meanings:

C. Rent Increases Pursuant to a Hardship Petition.

* * *

8. After the Commission’ s adjustments to the landlord’ s original figures
listed on the petition, the Commission shall calculate the landlord’ s base year net
operating income by subtracting all allowable expenses approved for the base
year from the landlord’ s income during the base year. The Commission shall then
make an upward adjustment of the base year net operating income by 50% of the
Consumer Price Index in order to calculate the allowable petition year net
operating income. If the landlord’s petition year documentation shows that the
petition year net operating income is less than the adjusted base year net operating
income, the Commission shall allow rents to be adjusted upwards to result in a net
operating income equal to the adjusted base year net operating income. tanctores
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* * *

D. Petitions for Rent Increases for Capital Improvements.

* * *

6. Cost of Financing. The cost of financing a capital improvement shall be the
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feaseﬁabte—amewﬂt—ef—mterest—ehaH—meaﬁ—thelnterest the Iandlord would pay on a
loan to finance the capital improvement with an annual percentage rate equal to

the |mputed interest rate set forth in subsectlon 7 aﬁﬁu&Heefeeﬂtage-rafe-(vécPR—)

ane- W|th a umform monthly payment schedule over the amortlzatlon perlod

7. Imputed Firaneing-Interest Rate. The interest rate to be used to calculate the
cost of flnancmg a capltal |mprovement shall be +f—a—lar=r&lefd—has—frﬁaﬁeed—the

peﬁed—ef—theﬂﬁepfevemeﬁt—&t—an—rﬁtereet—rateequal to the prlme rate in effect at

the time of construction or installation of the capital improvement plus 2% per
annum.

* * *

11. The following information shall be included in the petition for a rent
increase pursuant to capital improvements:

* X *

- C. If the Iandlord has spent his or her own labor mstalllng or
maintaining the improvements, a list of times spent and amounts billed for
the labor.

* k% %
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SECTION 2. This Ordinance shall be effective immediately.

Adopted this 29th day of May, 2007, by roll-call vote as follows:

Aye: Porter, Barry, Clay, Seamens, Snipper, Williams
Nay: None

Absent: Austin-Lane

Abstain: None

Note: Omitted text is indicated by asterisks. Deleted text is indicated by strikeout.
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